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“Without something more than general accounting, a bud
get and a long-range plan, management may find that it
is trying to make today’s crucial decisions on the basis of
yesterday’s information (or the information of eleven
months ago). Budgets or “official” plans can be modified, of
course; but, by the time the required information is gen
erated, the time for decision-making may have already
passed. Management needs something new in the way of
financial systems to assist in answering “what if” questions.
This is where corporate models come into the picture.”

“Management may wish, for example, to evaluate the im
pact that a plant construction delay of a year or more
would have on future sales and profits. . . . Providing such
information via traditional financial systems can be a major
project—almost like drawing up a new budget or longrange plan.”
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. the reporting is extremely difficult for the project di
rectors to understand. As a result, they usually spend a
good deal of their valuable research time struggling with
the financial side of their projects and in most cases try
to keep their own set of accounts.”

327 South LaSalle Street
Chicago, Illinois 60604

“This gives the project director the complete fiscal picture
of his project—he can use the summary or detail as needed.”

EDITOR'S NOTES
to support the spirit of this decision. If ac
countancy is to continue to be a respected
profession, each accountant must never cease
his or her individual learning process.

Continuing Education
Maintaining awareness among its readers of
the current state of the art of accounting has
always been the primary goal of this magazine
—therefore, it is with especial interest that we
inform our readers of a resolution adopted on
May 12 by the Council of AICPA.
Basically, this resolution urges all states to
adopt a requirement which would make it
mandatory for all CPAs, in order to maintain
registration of their certificate, to demonstrate
that they have continued their professional edu
cation by completion of a specific number of
hours of formal training.
(Readers may remember a short item in the
January 1970 issue of this magazine which in
dicated that beginning January 1, 1972, those
persons who wish to register to practice as
CPAs in the State of Iowa will have to give
evidence that they have attended at least 15
days of continuing education programs within
the previous three-year period.)
The resolution in part states:

A Woman Among NAA Leaders
We are pleased to note that Jeanne F.
Etienne, a member of ASWA from Cincinnati,
Ohio, and Secretary-Treasurer of Westerman
Print Co., has been elected to a two-year term
as an international director of the National
Association of Accountants.

The Stock Certificate
Is the crisp-papered stock certificate dying?
The memory of the “back office” paperwork
buildup of the late 1960s and the recent stories
of securities thefts have indicated a need to
study our system of indicating and transferring
corporate ownership.
The Securities and Exchange Commission
hosted an exploratory conference on June 29
to discuss approaches to an industry-wide op
erational system which would hopefully resolve
the problems which we all realize exist.
Among those attending were representatives
of the various national stock exchanges, federal
bank regulatory authorities, the Canadian De
pository for Securities, securities and banking
industries, AICPA, corporate and investment
community associations, bar association com
mittees, and the National Association of Securi
ties Dealers.
We urge all readers to follow developments
in this very timely story. Both as accountants
and stockholders, it should be of vital interest.

THEREFORE BE IT RESOLVED that
the Council of the American Institute of
Certified Public Accountants urges each
of the several states to institute a require
ment, by legislation or regulation as may
be appropriate, that certified public ac
countants demonstrate that they are con
tinuing their professional education as a
condition precedent to the registration,
renewal of permit to practice, or other
validation of a CPA’s designation.
Council has asked the Committee on Con
tinuing Education, chaired by Elmer G. Beam
er, which developed the resolution and the
resulting guidelines, to continue to serve and
to solicit suggestions for clarification and revi
sions in the guidelines. (The Committee will
meet again before this magazine reaches its
readers to consider comments from members of
AICPA.)
The guidelines call for 120 hours of “accept
able continuing education” in the three years
immediately preceding registration (similar to
Iowa’s 15 days)—with college semester credit
hours bearing the equivalent of 15 hours.
All readers are urged to read the June 1971
issue of The CPA for the entire text of the
Council resolution and of the guidelines.
This is a monumental step forward for the
accounting profession—we realize the problem
of adoption by 49 more states will be a lengthy
and painful process (and one beset with many
dangers)—but we urge each and every reader

The Talent Bank for Promotion of Women
to Policy Making Decisions
The Talent Bank was organized in Febru
ary 1970 by the National Federation of Busi
ness and Professional Women’s Clubs, Inc. to
create a “bank” of women executives who
possess the talent, experience, and desire to
serve either full-time or part-time in federal
positions. This was a response to a comment
by a White House representative that more
women were not named to federal positions be
cause organizations failed to submit names of
women who could qualify for appointment.
We believe this is a most worthwhile means
of getting women into positions of importance;
if you believe your talents and experience
could be of service to your country—or if you
know of a woman who might want to have her
name placed in the Talent Bank, contact this
Editor.
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CORPORATE MODELS: THE NEXT STEP?
A look at a new management tool for assisting in the decision-making process.
David E. Butler, CPA
Chicago, Illinois

We are almost always surprised at financial
difficulties in companies with good product
lines and adequate sales levels. Perhaps, how
ever, we shouldn’t be. It isn’t really unusual
these days to read about “good” companies in
financial trouble or even bankruptcy. And per
haps more often than not, the cause behind
many such cases of business distress is inade
quate financial control. When management can
not gain access to accurate, meaningful finan
cial information in sufficient time to take ap
propriate actions, severe losses—and even fail
ure-may be the ultimate result.

commonly used: general accounting, budget
ing and long-range planning.

General Accounting Systems
First and foremost among traditional finan
cial systems is the general accounting system.
A company simply cannot exist without it. The
purpose of general accounting is to record the
company’s actual financial transactions in a
consistent and conservative manner. General
accounting, in effect, is a company’s financial
history. It provides a means for generating
balance sheets, income statements and other
historical business documents that provide in
formation for the use of management, stock
holders and creditors. Because it is historical
in orientation, however, the general account
ing system cannot provide all the information
which management requires.

A Case In Point—The Securities Industry
Recent history in the securities industry bears
testimony to the importance of financial con
trol. Of the brokerage houses that have recently
failed, the majority had more than adequate
sales levels. Sales volumes, in fact, were so high
in the late 1960s that trading hours were re
stricted in an effort to curtail volume. Such an
action would be considered extreme in almost
any industry. The fact is that inadequate finan
cial systems were not keeping up with the vol
ume of transactions. Client accounts became
hopelessly confused. Financial control was lost.
Then, with the advent of a severe bear market
and rapidly declining stock values, many firms
were unable to recover. In the span of a few
years, many reputable, old-line brokerage firms
simply disappeared.
The whole point is this: Accurate and timely
knowledge of the financial position of an enter
prise is one of the principal requirements of
management. Traditionally, management looks
to accountants to provide such information.

The Budgeting System
The budgeting system provides a vehicle for
estimating future account values—usually for
one year into the future, by the month. Actual
values, provided by the general accounting
system, can be compared against budgeted
amounts as the budget year lapses. Analysis of
resulting variances can then disclose areas re
quiring management attention. The budgeting
system is, then, a way to provide management
with an effective means for improving a com
pany’s tactical position.

Long-Range Planning Systems
Management must, of course, concern itself
with a more distant time horizon than one year.
A means for setting out a strategic plan that
a company will follow for several years is
needed. For this reason, long-range planning
systems have evolved. Perhaps the most com
mon time span for such systems is five years.
There are, however, systems in use that cover
time periods of three, eight and ten or more

Traditional Financial Systems
Through the years, accountants have used
several basic financial systems to assist them in
keeping management informed. Although there
are variations on each, three basic systems are

DAVID E. BUTLER, CPA, is General Manager of the Chicago office of Bonner & Moore Associates, Inc., an
international management consulting firm. Previous to becoming General Manager, he was Product
Manager for Bonner & Moore for a system for corporate modeling.
Mr. Butler holds a Bachelor of Science degree in physics from Virginia Polytechnic Institute and a
Master of Science degree in industrial management from Massachusetts Institute of Technology.
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Management may wish, for example, to evalu
ate the impact that a plant construction delay
of a year or more would have on future sales
and profits. Or it may wish to evaluate the im
pact of a cash dividend increase on future
long-term debt requirements. Providing such
information via traditional financial systems can
be a major project—almost like drawing up a
new budget or long-range plan. Corporate
models, however, provide the means for an
swering these and similar questions with speed
and accuracy.

years. The time span is geared to company op
erations. Long-range plans should not be as
detailed as budgets, although compatibility
should be established between the first year
of the long-range plan and the total of the
budget year.
Budgeting and long-range planning both
tend to be fairly formalized procedures entail
ing a considerable amount of manual data in
put. Further, such efforts are usually performed
only once a year and resulting estimates remain
frozen until the next annual planning cycle.
Management, however, is continually con
fronted with solving problems which have sig
nificant impact on company operations and
profitability. Unfortunately, challenges and op
portunities do not time themselves in regular
cycles. Without something more than general
accounting, a budget and a long-range plan,
management may find that it is trying to make
today’s crucial decisions on the basis of yester
day’s information (or the information of eleven
months ago). Budgets or “official” plans can be
modified, of course; but, by the time the re
quired information is generated, the time for
decision-making may have already passed.
Management needs something new in the way
of financial systems to assist in answering “what
if” questions. This is where corporate models
come into the picture.

Time Frame of Corporate Models
Corporate models may cover a short time
frame—the same as a budget, for example—or
longer periods comparable to those for longrange plans. They may, in fact, cover both short
and long time periods.
The corporate model differs from the tradi
tional financial systems in the amount of data
input that is required. Only the independent
variables that management may care to manip
ulate—sales volumes, prices, investments, etc.—
need be furnished for use by the model. Other
data—the dependent variables such as long
term debt, net income, taxes, and the like—are
generated by the model through mathematical
formulas. The model’s output may assume
many forms. Usually, standard financial state
ments and operating reports are generated at
the consolidation level as well as at divisional,
plant and lower levels.

Corporate Models
The corporate model is not easily defined.
The reason for difficulty in definition is that
models differ widely in time span covered, in
scope and purpose and in type.
We may accurately state that models are
tools to assist management in determining the
effect of various courses of action on the finan
cial and operational aspects of an enterprise.

Scope and Purpose of Corporate Models
Corporate models vary considerably in scope
and purpose. Some models are intended only
to generate highly summarized, consolidated
information while others cover organizational
levels all the way down to individual cost cen-

ln the future the accountant will no doubt have undergraduate courses in industrial engineering,
production scheduling, marketing and many other functional areas that will be part of his body of
knowledge and training for an integrated approach to auditing. It may well be that such courses will
be mandatory for candidates for a CPA certificate. The operational audit approach must come to the
profession on an evolutionary rather than a revolutionary basis because of the cost of retraining and
refocusing the auditor's traditional objectives to include the expansion of the audit work into the areas
of operational control and authority.
At the same time, it behooves present professionals to recognize the great potential and opportunity
offered the profession in operational auditing in meeting the critical need of business management for
more comprehensive and reliable information on how its plans, policies and programs are being carried
out.
Joseph W. Dodwell, CPA,
"Operational Auditing: A Part
of the Basic Audit,"
THE JOURNAL OF ACCOUNTANCY
June 1966
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tens. Some models treat variables such as cost
of goods sold as a single item while others
break them down into volume and unit cost
factors such as material, labor and overhead. In
some models, a composite tax rate is used.
Others employ complex tax algorithms giving
cognizance to differing depreciation rates, in
ventory valuation methods, depletion schedules
and other factors. Corporate models may be as
simple or as complex as their intended use
warrants.

capacity. The model would select the specific
orders to produce in order to maximize earn
ings.
In practice, corporate models are hybrids—
mixtures of the four types described. The over
whelming majority of today’s corporate models
are deterministic and/or statistical in nature.
Relatively few companies have advanced to the
point of using probabilistic or optimizing cor
porate models.

Data Processing Considerations
Extensive computations are characteristic of
corporate models. Not only are many of the
required data generated from key input vari
ables, but also the running of multiple case
studies is usually the norm. Models of any
significant scope, therefore, must utilize effec
tive data processing techniques as a matter of
practicality. As in the case of any other major
system application, a corporate model must be
and implemented with consideration
given to several important data processing con
siderations.

Types of Corporate Models
Corporate models may be classified in sev
eral ways. One of the most common methods is
to differentiate them on the basis of their
mathematical abilities. On this basis, models
may be classed as deterministic, statistical,
probabilistic and optimizing.
The deterministic model accepts a single set
of data values as input and generates a single
set of output reports through relatively sim
ple algebraic formulas. For example, input may
consist of sales and cost projections and vari
ous growth factors for one year. The model
could generate profit and loss projections for
the next five years. It is not uncommon to run
such models with data for several assumption
bases—most likely, optimistic and pessimistic.
A new set of output reports would be gen
erated in each case.
The second type of model is characterized
by its statistical capability. In such models,
historical rather than forecast data are used as
input. The model, through regression or an
other statistical technique, generates forecasts
of key variables by analysis of the historical
data.
A third type of corporate model is prob
abilistic in nature. In such models, ranges of
data values, weighted according to probability,
may be input so that the model may generate
ranges of output with probabilistic weighting.
For example, a sales forecast may be input in
three components: a most likely value, a pessi
mistic value that is likely to occur 10 percent
of the time and an optimistic value that is also
likely to occur only 10 percent of the time. The
model would generate the expected value of
earnings in view of the probabilities in all three
categories. It would also generate the range of
possible earnings, showing the probability of
each value.
The fourth type is classified as an optimiz
ing model. In these models, a series of possi
ble alternatives may be input and the model
will select the best subset of these, based on
various optimizing criteria. For example, input
may consist of several possible production or
ders that must compete for limited production

Batch Processing or Time Sharing?
Fundamental in data processing for corpo
rate modeling is a choice between batch pro
cessing or time sharing. A batch processing
system processes input data in a group or
“batch.” Normally, input is through the com
puter’s card reader and output is on the com
puter’s line printer. In batch processing, only
one (or very few) applications may be pro
cessed at a time. Accordingly, a queue usually
develops, causing the time between submission
of the run and processing of the run to require
at least several hours. In a time sharing sys
tem, data may be processed a little at a time.
Data are normally input through a teletype
writer-type device with output on the same
unit. In time sharing, many applications can
be processed at the same time, significantly
reducing the turnaround time that is character
istic of batch processing applications. Un
fortunately, because of the relatively slow in
put and output of time sharing devices, time
sharing is best suited to applications that re
quire very little data input and output. Most
corporate models, therefore, are usually de
signed to operate in a batch processing mode.

File Management Techniques
Another prime data processing considera
tion is that the model utilize effective file man
agement techniques. The system should have
the capability for storing the model’s data in a
computer file so that all data need not be in(Continued on page 10)
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ACCOUNTING FOR GRANTS
AND CONTRACTS IN AN
EDUCATIONAL INSTITUTION
The author describes a system devised at her school to satisfy the accounting needs of
the university, the project directors, and the agency awarding the grant or contract.
Wilma H. Loichinger
Cincinnati, Ohio

the complete picture of the grant or contract
at any time.
There is the same problem with expenditures
from these accounts. The expenditures are only
accumulated until the end of a fiscal year when
the books are closed and all expenditures re
moved from the accounts. Therefore, the proj
ect budget accounts will show the total dis
bursements to date only until the books are
closed for the first year of the project. There
after, the current budget account only includes
disbursements from the beginning of the fiscal
year.
The grant and contract accounting depart
ments have learned to live with these problems
but the reporting is extremely difficult for the
project directors to understand. As a result,
they usually spend a great deal of their valu
able research time struggling with the financial
side of their projects and in most cases try to
keep their own set of accounts.

No college or university of any size in this
country is without some grants and contracts
from governmental and/or industrial sources.
In many schools these grants and contracts
represent a large percentage of the income and
expense of the university’s budget.
Accounting for these grants and contracts
presents problems to the university not found
in other sources of funds. As Assistant Con
troller in charge of the accounting for grants
and contracts, this writer found that account
ing for these funds in the standard fiscal year
accounting system was far from satisfactory.
With the growth of these funds in number
and amount, it was decided that an accounting
system, separate from but compatible with the
general accounting system, must be devised.
The Problem of the Project Period

Accounting for grants and contracts repre
sents a problem in that seldom do the dates
of the project match the fiscal dates of the
university. As a result, in the budgeting sector,
there have been two solutions to the problem
(neither satisfactory). A budget for the full
grant or contract amount can be set up in the
current year (even if it is a three year budget),
resulting in excess budgeting; then the unused
balances are carried forward to the succeeding
years. Or, a budget for only the portion appli
cable to the current year can be set up and the
balances or overdrafts carried forward to the
succeeding year and added to the next fiscal
year’s budget. This is a better solution but the
budget account ledger sheets do not reflect

Our New Approach

To alleviate these problems and to acquire
the capacity of entering grant and contract ap
plication and award data into the computer,
our university decided to set up a new account
ing system—geared to the grant and contract
periods but compatible with the fiscal year ac
counting.
We tackled the budgeting side of the prob
lem first. A budget form was developed to give
the computer the account coding and amounts
per account as well as the dates of the project.
A budget spread key was developed; by com

WILMA H. LOICHINGER is Assistant Controller—Grants and Contracts at the University of
Cincinnati. She is a graduate of the College of Business Administration of that University.
Miss Loichinger is a charter member and was the first president of the Cincinnati Chapter
of ASWA.
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puter programming, the amount is spread over
the applicable fiscal quarters of the project
period. The fiscal accounting system picks up
only the quarter amounts applicable to the
current fiscal period, with the quarter amounts
applicable to future quarters being stored to
be picked up at the beginning of the new
fiscal period.
The budget account ledgers for grants and
contracts will show the full budget and appli
cable dates, while the fiscal budget will in
corporate only that portion estimated for that
fiscal period.
To prevent expenditures being removed from
the grant and contract accounts before the end
of the project period, these accounts are not
closed at the end of each fiscal year but only
when the project is complete. The fiscal ac
counting division closes their accounts at the
end of the fiscal year as before.
To handle the grant and contract accounts
in this manner involves a separate section of
control accounts for budgetary accounts and ex
pense accounts. The budget control accounts
are modified as new budgets are set up or are
cancelled. The expense control accounts are
modified by the daily expenditures and by
write off of total expenditures as projects are
completed.
The only detail budget accounts written are
those on a grant or contract period basis. Fiscal
accounting uses only a trial balance of monthly
totals for balancing purposes so no duplication
of detail is made. Both systems are tied into
the daily expenditure accounting stream so
both are affected alike by all such transactions.

ing the amount to the uncommitted balance in
the budget, overcommitments can be caught
before the appointment is approved. On the
basis of salary commitments, the fringe benefits
and overhead commitments are computed using
the proper codes for the fringe benefit rate and
overhead rate.
Accounting for Overhead

Overhead under the old system was done
manually and was charged monthly on the
basis of billings or only once a year (on annual
reporting projects). Since several hundred of
the grants reported on an annual basis are on
a letter of credit with the federal government,
this meant the collection for overhead costs was
always a year behind. This can cause serious
cash problems in these times of tight money.
The new system charges overhead monthly by
computer and puts the system on a current
basis.
Format of Monthly Budget Accounts

Two types of budget accounts are written
monthly for the grants and contracts. The first
is a summary by project showing the name of
the fund, project period and current period
dates and amounts, name and address of proj
ect director, and the university code number
assigned to that project. The following infor
mation is given for each project: the amount of
budget; expenditures to date; encumbrances;
salary, fringe benefit, and overhead commit
ments; and unused balances of the budgeted
amounts.
The second set of budget accounts are the
detail listing of that month’s transactions in
each account in that project. This gives the
project director the complete fiscal picture of
his project—he can use the summary or the de
tail as needed. A listing of the project sum
maries by departments is sent to the depart
ment head, the dean of the college, and the
research administration office for their informa
tion.

Committing of Salaries, Fringe
Benefits, and Overhead

The grant and contract system includes a
program to commit salaries, fringe benefits,
and overhead on the basis of personnel appoint
ment forms which show amounts to be paid
and period of payments. It has been found
that overdrafts on grants and contracts in al
most all cases result from overcommitment of
salaries rather than from excess expenditures
in other categories. Why? Because of the diffi
culty of determining unused funds in the sal
aries budget at the time that appointments are
made. By committing salaries when appoint
ments are submitted for approval and compar

New Reports and Statistics Available

As part of this system we have also set up a
series of forms to enter into the computer the
information from applications submitted to
various agencies and awards received from
those agencies.

Anyone may so arrange his affairs that his taxes shall be as low as possible; he is not bound to choose
that pattern which will best pay the Treasury; there is not even a patriotic duty to increase one's taxes.
Judge Learned Hand
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of the percentage of award by various agen
cies to applications to that agency. This can be
valuable in the decision as to where applica
(1)
Agency name and address
tions should be submitted. These applications
(2)
Project director’s name and address
take many man hours and the effort should not
(3)
College and department
be wasted.
(4)
Subject of project
An infinite variety of reports can be prepared
(5) Dates of project period and current
to the desires of the users in almost any type
period
(6) Amounts of application and award of format. By preparing a series of programs
for project period and current peri for the most desired reports, they can be pre
pared on request or periodically as needed.
od
Plans have also been made to gather infor
(7) Amount of future support committed
mation for annual financial reports required by
by agency
(8) University cost sharing amount and some agencies as well as for billing via com
puter listings on a monthly basis on certain con
percentage
tracts.
(9)
Overhead code
We feel we now have a system that meets
(10) Amendment codes, date changes, and
the most vital needs of grants and contracts.
amount changes
This is a new system and only time will tell
By capturing this information chronologically how well we anticipated our needs. However,
on tape, we can get an historical readout of we have had one vote of confidence. One of our
project directors who has a large number of
the project when requested.
With this information, studies can be made contracts told me “Now I can throw away my
set of books.”
This information includes:

future are desired in special situations. Models
should be designed with sufficient capacity to
permit the addition of new variables and pro
cessing techniques in the future and should,
of course, be able to adapt to changing taxa
tion, accounting and other regulations.
It is important that these and other data
processing principles be adequately addressed
in the design and implementation of a corpo
rate model. The most brilliantly conceived mod
el will be doomed to failure if it is imple
mented in a poor data processing framework.

CORPORATE MODELS:
THE NEXT STEP?
(Continued from page 7)
put each time the model is run. File manage
ment, of course, should include capabilities for
adding new data, deleting old data or modify
ing existing data in the files.
Somewhat akin to file management for en
tering data into the model is a report writing
capability for extracting data from the model.
The report writing system should be able to
generate routine reports on user request. In
addition, the system should have the capa
bility for producing special purpose or “one
time” reports through the use of simple-to-use
report specification cards.

Conclusions
Corporate models, although relatively new
in concept, are achieving rapid acceptance
among forward-thinking companies. They af
ford an excellent vehicle for aiding top man
agement in determining the best strategies for
achieving corporate goals. Because of the
pressures of competition, corporate models will
become far more commonplace during the
1970s. More sophisticated models—using proba
bilistic and optimizing techniques—will evolve.
It stands to reason that companies gaining early
experience in the use of corporate models will
fare significantly better than those who simply
follow the trend.

Flexibility in Design
A final consideration in corporate modeling
is flexibility of design. Corporate models—like
the companies they represent—should be evo
lutionary in nature. Accordingly, the system
should be designed to facilitate change. A mod
el must obviously be able to accommodate the
addition of new divisions, new plants, etc. It
should also be capable of operating with an
expanded time horizon if longer looks into the
10

THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois

REPORTING CHANGES IN FINANCIAL
POSITION
The Accounting Principles Board has issued
its 19th Opinion. It is entitled as above, applies
to all profit-oriented business entities, and is
effective for fiscal periods ending after Septem
ber 30, 1971. The Opinion deals with the
financial statement which has previously been
more commonly known as the statement of
source and application of funds. It is interesting
to note that it was adopted by the unqualified
assenting votes of seventeen members of the
Board. Only one member dissented.
Concept
In this Opinion the Board concludes that
when financial statements purporting to pre
sent both financial position (balance sheet) and
results of operations (statement of income and
retained earnings) are issued, a statement sum
marizing changes in financial position should
also be presented as a basic financial state
ment for each period for which an income
statement is presented. It states that the state
ment should be based on a broad concept
embracing all changes in financial position and
that each reporting entity should disclose all
important aspects of its financing and investing
activities including those which do not affect
working capital, e.g., the issuance of equity
securities to acquire a building, conversion of
debt to common stock.

Format
The Opinion requires that the statement
prominently disclose working capital or cash
provided from or used in operations for the
period, and states that the Board believes that
the disclosure is most informative if the effects
of extraordinary items are reported separately
from the effects of normal items. It states that
the statement for the period should begin with
income or loss before extraordinary items, if
any, and should add back (or deduct) items
recognized in determining that income or loss
which did not use (or provide) working capital
or cash during the period. Items added and de
ducted in accordance with this procedure are
not sources or uses of working capital or cash,
11

and the related captions should make this
clear, e.g., “Add—expenses not requiring out
lay of working capital in the current period.”
The Opinion states that an acceptable alterna
tive procedure, which gives the same result, is
to begin with total revenue that provided work
ing capital or cash during the period and de
duct operating costs and expenses that re
quired the outlay of working capital or cash
during the period.
In either case the Opinion requires that the
resulting amount of working capital or cash be
appropriately described, e.g., “Working capi
tal provided from (used in) operations for the
period, exclusive of extraordinary items,” and
states that this total should be immediately fol
lowed by working capital or cash provided or
used by income or loss from extraordinary
items, if any. It requires that any extraordinary
income or loss be similarly adjusted for items
recognized that did not provide or use working
capital or cash during the period.
Opinion 19 also requires that the statement
present net changes in each element of work
ing capital at least for the current period. In
addition it states that the statement should
clearly disclose:
1. Outlays for purchase of long-term assets
(identifying separately such items as
investments, property, and intangi
bles ).
2. Proceeds from sale (or working capital
or cash provided by sale) of long
term assets (identifying separately
such items as investments, property,
and intangibles) not in the normal
course of business, less related ex
penses involving the current use of
working capital or cash.
3. Conversion of long-term debt or pre
ferred stock to common stock.
4. Issuance, assumption, redemption, and
repayment of long-term debt.
5. Issuance, redemption, or purchase of
capital stock for cash or for assets
other than cash.
6. Dividends in cash or in kind or other
distributions to shareholders (except

the corresponding total amount shown in the
statement.

stock dividends and stock split-ups
as defined in ARB No. 43, Chapter 7B
—Stock Dividends and Stock SplitUps).

OTHER APB ACTIVITY
1. The Board has issued its Opinion on The
Equity Method of Accounting for Investments
in Common Stock. It requires retroactive
treatment and is effective for fiscal periods
beginning after December 31, 1971. This Opin
ion applies to accounting for investments in
corporations whether or not such investments
have a ready market. To achieve a reasonable
degree of uniformity in application, the Board
states in this Opinion that an investment (di
rect or indirect) of 20% or more of the voting
stock of an investee should lead to a presump
tion that, in the absence of evidence to the
contrary, the investor has the ability to exercise
significant influence over an investee and the
equity method of accounting should be applied.
The Board held a public hearing on account
ing for marketable securities on May 25-27,
1971. These are securities to which the equity
method would not apply.
2. The exposure period for the proposed
opinion on Imputed Interest on Receivables
and Payables ended on May 1, 1971. It ap
pears to have been well received in financial
circles.
The exposure period for the proposed opin
ion on Accounting Changes ended on May 15,
1971. Its fate is uncertain. The opinion was
discussed in depth in the May issue.
3. The Board is actively working on the sub
ject of lease accounting. Modifications of both
APB 5 on Reporting of Leases in Financial
Statements of Lessee and APB 7 on Accounting
for Leases in Financial Statements of Lessors
are under consideration. Other items on the
Board’s active agenda are:

It also provides that outlays for acquisitions
and proceeds from retirements of property
should be reported gross rather than net. The
same gross treatment is required for long-term
borrowings and repayments of long-term debt.
It states that outlays for purchases of consoli
dated subsidiaries should be summarized in
the statement by major categories of assets ob
tained and obligations assumed and that related
items should be shown in proximity when the
result contributes to the clarity of the state
ment. It permits individual immaterial items to
be combined.
In this Opinion the Board states that it
recognizes the need for flexibility in form, con
tent, and terminology of the Statement to meet
its objectives in differing circumstances. For
example, it states a working capital format is
not relevant to an entity that does not distin
guish between current and noncurrent assets
and liabilities. The Board urges each entity to
adopt the presentation that is most informa
tive in its circumstances. It also states that the
statement may be in balanced form or in a
form expressing the changes in financial posi
tion in terms of cash, of cash and temporary
investments combined, of all quick assets, or
of working capital.

Terminology
In Opinion 19 the Board states that the
amount of working capital or cash provided
from operations is not a substitute for or an
improvement upon properly determined net
income as a measure of results of operations
and the consequent effect on financial posi
tion. It states that terms referring to “cash”
should not be used to describe amounts pro
vided from operations unless all non-cash items
have been appropriately adjusted and the ad
justed amount be described accurately in con
formity with the nature of the adjustments,
e.g., “Cash provided from operations for the
period” or “Working capital provided from op
erations for the period” as appropriate.
The Board strongly recommends that iso
lated statistics of working capital or cash pro
vided from operations, especially per-share
amounts, not be presented in annual reports to
shareholders. It states that if any per-share data
relating to flow of working capital or cash are
presented, they should as a minimum include
amounts for inflow from operations, inflow from
other sources, and total outflow, and each pershare amount should be clearly identified with

a.
Accounting for extractive industries.
b.
Reporting line of business information.
c. Reporting on components of a business
entity, i.e., separate financial state
ments of members of a consolidated
group.
d. Accounting for stock compensation plans
(See March 1971 Journal of Accoun
tancy) .

SEC PROPOSAL
The Securities and Exchange Commission
has issued notice of proposed amendments to
Forms 8-K and N-1Q. The amendments would
require disclosure in the forms of any material
charge or credit of an unusual nature, the cir
cumstances surrounding the replacement of
(Continued on page 15)
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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor
Gifford-Hill & Company, Inc.
Dallas, Texas

1971 DEVELOPMENTS
Several interesting and important develop
ments have taken place in the field of taxation
since the beginning of 1971. It seems appropri
ate at this time to briefly note some of the
more significant new legislation and cases.

During 1970, before the passage of the new
provisions, a number of husbands and wives
found themselves liable for taxes and penalties
on income from embezzlements and other il
legal gains of which they had no knowledge.
Corporate Stockholder Relationships

Joint Return Liability

Another income tax measure adopted in Jan
uary overrules a 1970 case concerning the tax
status of a transfer of appreciated assets as a
capital contribution to a foreign subsidiary.
(Abegg v. Commissioner, 429 F.2d 1209 (2d
Cir. 1970)) Abegg was the sole shareholder
of Cresta Corporation, a Panama corporation,
and was, incidentally, a nonresident alien. He
was not personally doing business in the United
States; however, he was in the country for
more than 90 days in 1958. During this time
the directors of Cresta decided to qualify to do
business in New York and to accept capital
contributions from Abegg consisting of several
thousand shares of stocks in various U. S. corp
orations. Abegg did not receive any additional
stock in Cresta in exchange for his contribu
tion.
If the transfer of securities had been made to
a U. S. corporation, the contribution would
have been protected by Section 351 which
provides for non-recognition of gain or loss
where property is transferred to a corporation
and immediately after such transfer the trans
feror is in control of the corporate transferee
(80 percent or more of its voting stock). How
ever, exchanges described in Section 351 are
also subject to Section 367 when one of the
parties is a foreign corporation; and 367 re
quires an advance ruling by the Commissioner
that the transaction is not one of which the
sole purpose is to avoid tax. Basically, the Sec
tion prevents the tax-free transfer of appreci
ated assets to a foreign corporation which can
subsequently sell them outside the United
States and thus avoid U. S. taxable income. The
Commissioner determined that Abegg was tax
able on the gain realized on the contribution of
the appreciated assets to Cresta since he had
not first complied with Section 367. The court
said no; since no stock was issued in exchange
for the capital contribution, Section 367 does

In January 1971, several amendments to the
Internal Revenue Code were adopted. One of
these, entitled the Innocent Spouse Bill, P. L.
91-679, would not appear to be of wide appli
cation, but, judging from the amount of litiga
tion in this area, possibly it is of general in
terest. The Bill provides that an innocent
spouse may be relieved of joint return liability
due to omissions from gross income under the
following conditions:
(1) if the omitted income is not attributable
to the spouse claiming relief and ex
ceeds 25 percent of gross income re
ported on the joint return;
(2) if such spouse is able to establish that
he or she signed the return without
knowledge of, or reason to know of, the
omission; and
(3) circumstances are such that it would be
inequitable to impose the liability on
the spouse (taking into consideration
whether or not he or she significantly
benefited economically from the income
in question.)
The provision is included as a new subsec
tion (3) under Section 6013 of the Code. Sec
tion 6653(b) was also changed in order to
limit the application of the 50 percent penalty
for fraudulent underpayment of tax on a joint
return to the spouse guilty of the fraud.
This new provision has already been applied
by the Tax Court in the case of O. D. Cain,
T. C. Memo 1971-45. The Tax Court ruled that
the wives of three Georgia county commission
ers, who had received illegal rebates from a
contractor performing work for the county,
were not liable for the taxes or penalties im
posed due to the failure of the commissioners
to include such income on their tax returns.
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not apply. The court reasoned that Section
1491 imposes an excise tax on such capital
contributions by U. S. citizens and Congress
could not have intended to tax U. S. citizens
under both Sections 351 in combination with
367 and 1491. Therefore, if U. S. citizens were
exempt, nonresident aliens should also be ex
empt.
P. L. 91-681 therefore amended Section 367
so that there can be no question that a capital
contribution to a foreign subsidiary is a trans
action subject to the advance ruling procedure,
whether or not stock is exchanged. Section
1491 was also amended to clarify the issue
raised in the Abegg case. The excise tax is only
applicable when Section 367 is not applicable.
Section 367 was amended in one other re
spect. It has been applicable not only when a
proposed transaction is between a U. S. tax
payer and a foreign corporation, but also when
two foreign corporations only are involved.
Thus, the second-tier foreign subsidiary of a
foreign subsidiary of a U. S. shareholder would
be unable to change from one corporate form
to another without an advance ruling by the
IRS. The law was changed so these rulings can
be obtained after the transaction is completed
so long as the transaction is merely a change in
form of organization of a second- or third-tier
foreign subsidiary and the ownership remains
the same.

reasons it is considered more advantageous to
merge the already-owned subsidiary into the
company being acquired, a tax-free statutory
merger has not occurred unless it can qualify
as a stock-for-stock reorganization under Sec
tion 368.
The House Ways and Means Committee de
cided there is no reason for a merger one way
to be taxable when a merger going the other
way is tax-free. In order to qualify under the
new rules, the following conditions must be
met;
(1) the surviving corporation must hold
substantially all of its own property and
that of the merged corporation; and,
(2) the former shareholders of the surviving
corporation must receive the stock of
the parent corporation and give up no
less than the controlling interest of the
surviving corporation (at least 80 per
cent) .
Loss on Worthless Securities

When the stock of a subsidiary company be
comes worthless, the parent is allowed an ordi
nary loss deduction rather than the capital loss
treatment normally accorded worthless securi
ties. However, in order to take advantage of
this provision, the parent must own 95 percent
of the stock of the subsidiary. Apparently this
was an out-dated provision which had not been
changed since the days when 95 percent own
ership was required in order for companies to
file consolidated returns. Therefore, P.L. 91687 amended Section 165(g), reducing the
percentage ownership requirement to 80 per
cent, thus conforming the worthless security
provision to the consolidated return require
ments.

Corporate Reorganizations

A new type of tax-free statutory merger was
effected by the addition of a new subparagraph
(E) to Code Section 368(a) (2). The House
Ways and Means Committee described as a
“reverse merger” a transaction where the stock
of a parent corporation is used in a merger
between a controlled subsidiary of the parent
and another corporation and the other corpora
tion survives. Under current law, a merger of
a third company acquired by a parent in ex
change for its own stock into an operating sub
sidiary of the parent qualifies as a tax-free
statutory merger. But, if for business and legal

Real Estate

The Internal Revenue Service had its hands
slapped with the enactment of P. L. 91-686,
amending Section 1237, and including some
sections not made part of the Internal Revenue

It is recognized that pertinent accounting treatments are quite commonly reported in the footnotes
and other various parts of the annual report. However, the Institute urges each member to review
critically his company's reports as to the completeness and usefulness of the explanations of accounting
policies they now provide. If improvement could be made in this facet of your communication with the
investing public, we recommend doing so by including these descriptions in a separate Statement of
Accounting Policies in your Annual Report or a supplement thereto. This kind of business-initiated effort
to improve the understanding of financial statements can importantly improve the credibility of our
reporting.
Statement of Financial Executives Institute
to all members, April 1971
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Code. This Section, originally adopted in 1956,
provided that, under certain circumstances, real
property could be subdivided and sold with
out giving rise to ordinary income. It was the
feeling of the Committee that the provisions
were not being applied in the circumstances
intended; so the Section has been amended,
and P.L. 91-686 sets forth specifically what
Congress intended.
Now, a corporation which has held land for
more than 25 years at the time of its sale, and
which acquired the land prior to 1934 as a
result of foreclosure of liens, may subdivide
and sell that land and obtain capital gain rates
on the portion of the gain which exceeds 5 per
cent of the selling price. Five percent of the
selling price is to be taxed as ordinary income.
The provisions apply to any taxable years be
ginning after December 31, 1957, provided
the years are still open, and before January 1,
1984. The special capital gains treatment also
applies to gains from the sale of property ac
quired prior to 1957 which is located in the
vicinity of the property acquired by foreclos
ure, provided that 80 percent of the real
property sold during the taxable year is proper
ty of the first category.
Depreciation

In January of 1971, President Nixon issued
a statement authorizing the Internal Revenue
Service to make some changes in the regula

tions dealing with depreciation allowances. The
changes authorized are as follows:

(1) Allow depreciation on business equip
ment acquired after 1970 based on
lives not more than 20 percent shorter
or 20 percent longer than the present
“guideline lives.”
(2) Terminate the “reserve ratio test” for
determining acceptable depreciation al
lowances.
(3) Provide an alternative method of de
termining depreciation on equipment
during the year that it is placed in ser
vice.
For various reasons, the announcement was
not met with the enthusiasm anticipated; vari
ous groups have threatened to file petitions for
injunctions to prevent the Treasury Department
from implementing what is now called the As
sets Depreciation Range (ADR) system on the
grounds that it exceeds the Treasury’s authority
to interpret Section 167(a) providing for a
“reasonable allowance” for depreciation of
equipment. At this point, it is difficult to pre
dict the outcome of ADR.
Meanwhile temporary and proposed regula
tions under the Tax Reform Act of 1969 are
beginning to emerge at a slightly more rapid
pace. Space does not permit a summary of
these at this time; however, the more significant
regulations will be covered in the future.

change and indicating any problems encoun
tered if the current year’s audit has already
begun by the firm. With regard to accounting
changes, the amendments would require the
registrant to file as an exhibit to the report a
letter from the independent accountant ap
proving the change.
Forms 8-K and N-1Q are required to be
filed within 10 days after the close of each
month during which reportable events occur.
Thus, adoption of the amendments would make
the Securities and Exchange Commission more
quickly aware of the cited events than they
otherwise might be.

THEORY AND PRACTICE
(Continued from page 12)

the registrant’s independent accountants by a
new firm, and information as to any changes
in the accounting principles or practices fol
lowed by the registrant.
With regard to the change in accountants,
the amendments would require the registrant
to request the replaced firm to furnish to the
Commission, and the registrant to file as an
exhibit to the report, a letter setting forth the
firm’s understanding of the reasons for the
15

REVIEWS
Writings in Accounting
DR. MARIE E. DUBKE, CPA, Editor
Memphis State University
Memphis, Tennessee

“Decision Models,” James C. Emery; DATA

MATION; Vol. 16, No. 10, September 1,
1970

“Divisional Performance: Measurement
and Control,” David Solomons; Richard

D. Irwin, Inc., Homewood, Illinois; 1970,
307 pages.

Although it is fairly well understood by now
that routine processing systems yield fairly
marginal returns, routine data processing ap
plications are still the most common. However,
Mr. Emery believes that current technology
favors those applications that more fully ex
ploit the capacity of the central processor. An
example is using models to apply the computer
directly to the decision making process. He
states that the aim of the model builder is to
describe the problem in a mathematical form
that permits the calculation of the optimum de
cision out of all possible alternative decisions.
There are three requirements for using an
optimizing model. The problem must be ex
pressible in mathematical form. It must be pos
sible to duplicate the real world in mathemati
cal form with sufficient accuracy so that re
sults from the model will make sense. This is
complicated by uncertainty, large numbers of
decision variables, and constraints.
The second requirement is that there must
be explicit measure of the objective to be op
timized. In many cases the objective is not
obvious. Lower level managers are often faced
with multiple objectives.
Third, there must be available a computa
tional feasible procedure for finding the opti
mum solution. The mathematical equations that
form the model must be manipulated in order
to determine the values of the decision vari
ables that optimize the objective function.
Mr. Emery concludes that models can be
helpful in MIS optimization decisions and that
the feasibility of a given optimizing procedure
depends on the state of the art in both com
puter technology and computational methods.
Dr. Patricia L. Duckworth, CPA
Metropolitan State College

The book reports on a study sponsored by
Financial Executives Research Foundation in
vestigating the financial relations existing be
tween the central management of a division
alized company and the management of its
several divisions. As a result of such investi
gation, the author arrives at recommendations
which he feels would make for the more effec
tive coordination and control of divisional op
erations.
The book reviews the organization of divi
sionalized business; the division of authority
and responsibility between staff departments
and divisions was also given special emphasis.
There are many organizational choices avail
able—from complete divisional autonomy at one
extreme to complete and detailed domination
of divisional management by the president and
his staff at the other extreme. Professor Solo
mons points out that the degree of delegation
which suits one company may not suit another.
The author agrees that pinpointing responsi
bility for a cost in measuring divisional per
formance is often difficult. Responsibility ac
counting in divisional companies is very much
concerned with the allocation of costs and
revenues to the functions and persons responsi
ble for them in the business. This accounting
activity is concerned with the evaluation of
past performance as well as with the motiva
tion of managers to conduct their operations
in a manner to serve the company’s best in
terests. He emphasizes that, where responsi
bility for the incurrence of a cost is shared by
two departments, it should be charged to the
department which will accept the invoice or
pay the labor.
The author concentrated on the aspects of
financial control which are peculiar to the di
visional form of organization. Last-in first-out
basis of inventory valuation, direct costing, and
accelerated methods of depreciation account
ing were discussed in relation to divisional

Editor’s Note:
The Emery article should be interesting to
all who enjoyed “Corporate Models: The Next
Step?” beginning on page 5 of this issue.
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because there are many significant differences
in the education, social origins, and career pat
terns of top executives in different countries.
Mr. Bettignies quotes the May 1970 issue of
Fortune which said that the highest executives
of very large United States corporations re
main something of an enigma. Information was
obtained about 492 of the presidents of the
largest U.S. corporations in 1966 from Heidrick
and Struggles, an international management
consulting firm. The European data was ob
tained by means of a survey which brought
576 answers from the chief executives of the
500 largest international companies in En
gland, France, Germany, and Italy, and of the
250 largest in Belgium and the Netherlands.
The survey showed that the American presi
dent is younger than his European counterpart.
Only 25% of the American company presidents
are over 60, but 40% of the European presi
dents are past 60. French and Belgian execu
tives are the oldest.
The survey showed that social barriers are
falling in America, but not in Europe. In 60
years the proportion of American chief execu
tives from the middle and lower classes has
soared from over 50% to 90%. In European
companies today, only 5% of the chief execu
tives are from the lower class while 16% are
from the middle class. Among the leaders of
the 500 largest U.S. corporations in 1964, 5.8%
succeeded their fathers in the top position;
in the largest European firms 26.4% followed
fathers, while in France the figure was 34.2%.
Americans and Europeans alike have scien
tific training. American executives are increas
ingly graduates of business schools; European
presidents, although largely majoring in engi
neering or scientific fields, still study the
humanities.
American executives tend to be more mobile
than their European counterparts, but mobility
on either side of the Atlantic does not seem
to be strikingly high. The least mobile men are
the British (46% have risen within the same
company), followed by the Dutch. The most
mobile by far are the Germans, 41% of whom
have changed companies more than three
times. One out of four Italian presidents has
worked in three or more companies.
Europeans reach the top sooner than the
American presidents. The average age at ap
pointment to the top position is 47 in Europe
and 50 in the United States. European presi
dents tend to remain in the top position longer
than those in the United States. The American
president will retire earlier or leave for another
top job.
In regard to salaries, the American’s pay
starts where the European’s ends. The Ameri

profit measurement. Illustrations were used to
show the advantages of using direct costing
to measure a division’s performance.
The book contains excellent information con
cerning interdivisional relationships which is
one of the features of decentralization. Since
divisions deal with each other, a decision must
be reached concerning the transfer price to
use. The use of accurate transfer prices is
essential to help management evaluate the per
formance of the profit centers when they are
viewed as separate entities. However, transfer
prices must also motivate the division to act in
a manner which is conducive to the success of
the company as a whole. The author empha
sizes that managers must be aware of the
dangers of suboptimization because there often
is a real conflict of interest between maximizing
a division’s profit and maximizing the overall
company’s profit. Graphs are effectively used
to show the advantage of using one transfer
price basis as opposed to another.
Professor Solomons pointed out that divi
sionalization is not always the right organiza
tion as there is a danger of duplication of
authority. There are other dangers; it is not
suitable for companies of all sizes in all situa
tions. Certainly a business firm that is contem
plating decentralization should review this book
to learn of all the aspects of this organizational
pattern.
Dr. L. Gayle Rayburn, GPA
Memphis State University

“Leaders Across the Ocean: Comparing
American and European Chief Execu
tives,” H. C. de Bettignies, EUROPEAN

BUSINESS, Summer, 1970.
Mr. Bettignies asks the questions, “Who are
the leaders of big corporations on both sides of
the Atlantic? Do different environments have
an effect on the men at the top in American
and European firms? Can this difference ex
plain, even partly, the economic achievements
of one country as opposed to those of another?
What lessons can be learned from the experi
ence of others?”
In an attempt to answer these questions, the
personal and professional characteristics of top
managers in the largest corporations in France,
Great Britain, Germany, Italy, Belgium, and
the Netherlands were investigated and com
pared with characteristics of American ex
ecutives.
It is pointed out that it is difficult to pro
duce a profile of the European top executive
17

can chief executive’s lowest pay starts at $50,000 with the mean between $100,000 and
$150,000 and the highest at $200,000. Presi
dential salaries in Europe range from less than
$25,000 to more than $48,000. In Germany
47% of the top executives earned more than
$48,000, but only 10% in Italy exceeded the
$48,000 figure.
Mr. Bettignies believes that in comparing
European and American top executives we see
more common features than differences. He
also thinks that the Europeans tend to invent
more differences than really exist between
American top managers and themselves and
that only a study of top executives’ attitudes
in Europe and America will cause significant
differences to emerge. It appears to this review
er, however, that America is still the land of
opportunity for the person who wishes to get
to the top.
Mary E. Burnet, CPA
Rochester Institute of Technology

“The Accounting Review, Supplement to
Volume XLVI 1971,” American Account

ing Association, Evanston, Illinois.
Many accountants know less about the
American Accounting Association than the
American Institute of CPAs. Operating on a
much smaller budget and with many fewer
employees, AAA has, nonetheless, sponsored
and produced outstanding publications on ac
counting theory which have become “classics”
in the accounting world.
Recently a voluminous paperback (350
pages) was mailed to all regular members of
the Association. It contains reports from seven
1970-71 committees of the Association. The
committees are:

1. Foundations of Accounting Measure
ments
2. Accounting Theory Construction and
Verification
3. Accounting for Not-for-Profit Organiza
tions
4.
Non-Financial Measures of Effectiveness
5. Measurement Methods Content of the
Accounting Curriculum
6. Behavioral Science Content of the Ac
counting Curriculum
7.
Accounting and Information Systems.
Two practitioners and one governmental em
ployee sat on the Not-for-Profit Organizations
and the Information Systems Committees. All
18

other members on all committees were from
universities.
Some of the topics and areas investigated are
being considered by the APB. Two of the com
mittees’ reports will be of special interest to
those in the teaching field. Yet the accounting
curriculum is too important to be left only to
educators; those in practice should be inter
ested, concerned and vocal. Professor S. I.
Hayakawa (President, San Francisco State
College) has emphasized in his syndicated col
umn and in speeches that educational institu
tions become better when those with experi
ence in the real world participate both as
students and teachers!
Some of the recommendations made by var
ious committees may appear impractical, aca
demic and inapplicable. Other parts of the re
ports seem more related to other disciplines
than to accounting.
The reports of these committees are recom
mended to our readers, not because the recom
mendations will become required in annual
reports after a certain time as is true of APB
opinions; rather this reading is recommended
to expose the reader to new ideas and different
approaches and to promote communications
between practitioners and outstanding account
ing academicians. If their ideas are good, even
tual changes in practice should result. If the
ivory tower domain of the authors has made
their vision myoptic, this information should
be conveyed to them. Hopefully their ideas
will spark new ideas or alternatives in prac
titioners.
The reports appear to be well prepared, the
result of careful study and scholarly research.
Several committees include weighty bibliogra
phies which will be valuable to those who wish
to study the areas in greater depth.
M.E.D.

“Organizing, Operating, and Terminating
Subchapter S Corporations,” D. Larry

Crumbley and P. Michael Davis; Estate
Tax Publishing Company, Aberdeen, South
Dakota; 1970, 306 pages, $16.00 (cloth
cover.)

This book explains in clear language how
Subchapter S election allows a closely-held
corporation to decrease its tax burden. The
reader is also informed of the best methods of
terminating an election if the circumstances
indicate that the normal corporate form of
taxation is advantageous. Visual aids and ex
amples drawn from actual practice are incorpo

rated throughout the book. This manual is in
tended to clarify the tax traps and dangers of
Subchapter S election so it can be utilized by
many of the myriad corporations that are
closely held.
Since the Subchapter S election was added
to the law in 1958, the number of electing cor
porations has increased substantially each year.
In the first year of existence, many of the total
returns were filed by loss corporations. The
corporations made the election in order to pass
losses to the stockholders’ individual tax re
turns. Gradually more taxpayers became aware
of this tax planning tool until a majority of
Subchapter S returns are from profitable busi
nesses. However, the authors feel that there are
many potential corporations who, because of
lack of knowledge of the owners, have not
taken advantage of such an election. The pur
pose of this book is to alleviate this lack of
general tax knowledge so that the earnings of
a closely held corporation get to the stockhold
ers with a minimum loss of profits through
taxes.
This book discusses the legislative history
and background of Subchapter S. The authors
feel that the modern Subchapter S concept
probably evolved from the numerous proposals
to eliminate the harsh effects of double taxa
tion of corporate income. When this opinion
was combined with the idea that a closely held
corporation is in reality a partnership, con
structive action was taken.
The authors emphasize that not just any
business organization can become a tax option
corporation because the organization must
meet stringent requirements involving stock
holders and prohibitive income. These require
ments must be continuously satisfied after the
election is made, or the election will be termi
nated automatically as of the beginning of the
tax year in which any requirement is no longer
fulfilled. The book gives a unique annual
checklist in order to help avoid the harsh
consequences of an unintentional termination
of an election.
Dr. Crumbley and Dr. Davis point out that
a Subchapter S election is by no means perma
nent in the sense that it is binding upon the
firm for the balance of its corporate life. The
Subchapter S status may no longer be desired
and the logical course of action would be to
terminate the election and allow the corporate
tax to be imposed. On the other hand, the cor
poration or its shareholders may create a sit
uation whereby the corporation is no longer
eligible for Subchapter S status. Since the
shareholders are still taxed on the dividends
that they actually receive, an involuntary ter
mination of the Subchapter S election could

become quite costly. Extensive tax planning
prevents the termination. Much of the book
discusses in a practical manner this tax plan
ning.
The authors also include a checklist of ad
vantages and disadvantages; they are quick to
point out that the Subchapter S election is not
a step to be undertaken haphazardly. The tax
payer who contemplates the election must re
alize that the return to the corporate form of
taxation may well be impossible without sub
stantial tax cost. The authors stress, however,
that the election is too useful a tool to discard
because of the complications that may arise,
for the dangers may be reduced by a proper
understanding of the numerous pitfalls. They
believe that there is no general formula or rule
that can be used to decide when a Subchapter
S election should be utilized. Each business
must be given individual attention.
Dr. L. Gayle Rayburn, CPA
Memphis State University

“Better Prose: A Method," Herman R.

Struck; Houghton Mifflin Co., Boston;
1965, 100+ pages, $2.75 (paperback).

Chapters Three and Four of the paperback
have been most helpful not only to this review
er, but to numerous graduate students. (Your
reviewer took a non-credit course at Michigan
State University from Herman Struck, author
of this paperback.)
Mr. Struck’s techniques result in shorter,
more active sentences—interesting papers in
stead of heavy reading. Instead of “A great part
of a child’s early years is spent in the school
learning situation,” he recommends “A child
spends most of his early years in school.” In
stead of “The result for the slow learner is usu
ally discouragement and even the possibility of
damage to his personality,” he suggests “The
result usually discourages the slow learner and
may even damage his personality.”
The booklet contains a number of exercises
and their solutions. Charts are provided to
make the writer his own critic.
Most accountants do not write easily. Most
accountants need to write better. This paper
back is a “do-it-yourself” guide to better writ
ing.
If used as a study guide for an ASWA work
shop, it might even increase the flow of better
written articles to the Editor of THE WOMAN
CPA!
M. E. D.
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Over 10,500 successful CPA candidates
have been coached by
International Accountants Society, Inc.

Donald R. Morrison, CPA,
President of IAS, says:

“If you don’t pass your CPA examination after
our CPA Coaching Course, we'll coach you
without additional cost until you do!”
Any CPA will tell you it takes more than accounting
knowledge and experience to pass the CPA examination.
You must know the quick, correct way to apply your knowl
edge, under examination room conditions.
How you budget your exam time, for example —how you
approach each problem or question — how you decide,
quickly, the exact requirements for the solution — construct
an acceptable presentation — extract relevant data — and use
accounting terms acceptable to the examiners.
That’s where the International Accountants Society can
help you. As of June 1, 1969, 10,559 former IAS students
who had obtained all or a part of their accounting training
through IAS had passed CPA examinations. Our CPA Coach
ing Course is proven so effective we can make this agree
ment with you:

“If any IAS CPA COACHING COURSE enrollee
fails to pass the CPA examination in any state
after meeting all the legal requirements of the
state as to residence, experience, preliminary edu
cation, etc., IAS will CONTINUE COACHING
WITHOUT ADDITIONAL COST until the en
rollee is successful.”

You may be eligible for GI Bill benefits.
If you qualify, you may be eligible for GI Bill benefits. You
may start the IAS CPA Coaching Course, or the full IAS
accounting curriculum any time you please — there are no
classes, no fixed enrollment periods. So you can make maxi
mum use of the time available, starting as soon as you enroll
and continuing right up to the examination dates.

Send today for free report
To get the complete story on how you (or some member
of your staff) can benefit from the proven IAS CPA Coach
ing Course, just fill out and mail the coupon below. No
obligation.
International Accountants Society, Inc.
A Home Study School Since 1903

209 W. Jackson Blvd.

Chicago, Illinois 60606

Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching
Course. I understand there is no obligation.
4F1-229

Name......................... -.....................................

.....

Address..........................................................................................

The IAS CPA Coaching Course is designed for busy ac
countants. You train at home in your spare time, at your own
pace. Most important, every lesson is examined and graded
by one of our faculty of CPA’s, who knows exactly the prob
lems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will
supply, at no extra cost, up to 30 additional elective assign
ments, complete with model answers, for brush up study.

City..................................................................................................

State............................................................... Zip..........................
Employed by.................. ........................................ ....... ....................
□ Check here if entitled to CI Bill benefits.
Accredited Member, National Home Study Council.

